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The Basic Issue 


Available measures indicate that the role of gov- 
ernment in the economy is substantially greater than 
a decade ago. Heavier tax burdens and larger public 
debts are a reflection of the changing role of govern- 
ment. 

Further narrowing of the private sector of the 
economy can occur only at the risk of losing some of 
the elements that are characteristic of a dynamic 
economy. Heavy overhead burdens affect business 
initiative and act as deterrents to the assumption of 
risks. These burdens must be controlled, if transition 
to a different form of economic order is to be 
avoided. 

High governmental costs are in part attributable 
to the demands of groups interested in specific pur- 


ment has been upward. Over a period of a century 

and a half the rate of increase has been greatly in 
excess of that for population. Of the numerous factors 
that have tended to bring about a higher level of govern- 
mental costs, participation in major wars and the pro- 
nounced change in the proportion of the population 
classified as urban rank among the most important. 


[= LONG-RUN TREND in the cost of govern- 


Wars inevitably mean higher costs, not only during their 
duration but for many years thereafter, if not permanently. 
Increasing debts, higher interest costs, pensions and re- 
habilitation programs, together with the dislocation of the 
price level characteristic of a war period, have resulted in 
the establishment of a new plateau for federal expenditures 
after each major war. By way of illustration, federal expen- 
ditures for 1870 were $310 million, as compared with $63 
million for 1860. For 1923 federal expenditures were 
$3,295 million, while for 1915 they amounted to $761 
million. For 1923 interest payments on the federal debt 
alone were greatly in excess of federal expenditures for all 
purposes in the prewar years. 

Interest payments for the fiscal year 1923 were $1,056 million. In 


the five fiscal years 1912 to 1916, total federal expenditures ranged 
from $690 million to $761 million. 





poses of expenditure. An organized movement for 
economy sponsored by taxpayers is essential as a bal- 
ance against these demands. Qualitative analysis of 
budgets with a view to bringing public expenditures 
into conformity with what the community can reas- 
onably afford should be a basic objective of economy 
groups. 

Among the issues involved in the economy move- 
ment: are the conditions of home ownership, the 
burden of business taxes and the preservation of the 
public credit. Ultimately, the problem is one of con- 
trolling the degree of socialization. The one basic 
issue is whether we wish to continue the way of life 
we have known. 


The increasing degree of urbanization that has marked 
our development as a nation has affected the number and 
quality of public services available to the average citizen. 
Systematic police and fire protection, parks and other rec- 
reational facilities, and longer school terms are merely a 
few of the items that place costs in cities at a higher level 
than those in rural communities.1 


THE PosTWAR YEARS 


Although public expenditures and tax collections were 
catapulted to unprecedented levels as a result of the World 
War, the situation in the United States during the decade 
ended in 1930 was not extreme. Federal finances regained 
an even keel soon after the close of the War. Substantial 
reductions in federal debt were effected, some taxes were 
eliminated, and rates for other federal taxes were reduced. 
It is true that reductions in federal debt were offset by the 
increasing indebtedness of state and local governments. 
Borrowings by these jurisdictions, however, differed from 
those of the Federal Government during the war years in 


The significance of large cities was shown by the data for 1932 
compiled by the United States Bureau of the Census. Per capita costs 
for all cities over 30,000 were $58.81, as compared with $29.13 for 
those with 8,000 to 30,000 population. 
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one important particular. For the most part, the proceeds 
were used for constructing highways, buildings and other 
capital facilities required by government.1  * 

From 1920 to 1930 taxes were imposed’ primarily for 
revenue purposes. Some taxes of a regulatory nature, such 
as those on state bank notes and oleomargarine, remained 
in effect, but in general the regulatory aspects of taxation 
were subordinated to revenue requirements. Among tax 
theorists the ability-to-pay doctrine was in the ascendancy, 
even though the development of an income-tax rate sched- 
ule conforming with ability to pay defied the staunchest 
advocates of this theory. The tax burden was noticeably 
heavier than in the prewar years, but it was not so heavy 
as to impede economic progress. Rate reductions for the 
federal income tax, among other factors, seemed to presage 
lighter tax burdens for the future. 


THE DECADE 1930-1940 


The period since 1930 has witnessed numerous changes 
in attitudes towards fiscal affairs. Of the many important 
developments in the field of public finance, perhaps none 
is so important as the continuous operation of the Federal 
Government at a deficit. 


Federal Defuits 


The current fiscal year is the tenth in which a deficit will 
have been incurred. The aggregate net deficit for these ten 
years will be in excess of $27 billion. For the early years, 
the deficits resulted primarily from a sharp decline in 
receipts, and there was little attempt at rationalization. For 
1934 and the years thereafter, however, relief and recovery 
expenditures resulted in the establishment of a new peace- 
time level of federal expenditures. Stimulation of consumer 
purchasing power, compensatory fiscal action, pump prim- 
ing, and public investment were advanced, either singly or 
in combination, as theoretical justification for the deficits 
incurred. Regardless of the theories advanced, the basic 
objective was to obtain the degree of economic balance 
necessary for a substantial recovery. On the basis of our 
experience to date, there is reason to doubt that the requis- 
ite conditions for such recovery can ever be established 
through a program of public expenditures. 


Attitudes Toward the Public Credit 


The long period of federal deficits has resulted in a 
pronounced change in attitude toward the credit of the 
central government. Prior to 1931 large additions to the 
federal debt were considered justifiable only under condi- 
tions of extreme emergency. Since 1933 additions to the 
debt have been justified on many grounds, including the 
assumption of more or less continuous emergency condi- 
tions and the necessity of public investment as an offset to 


*Soldiers’ bonus issues of state governments and funding issues 
were important exceptions. 








subnormal private investment. Extensive use has also been 
made of the federal credit in guaranteeing the obligations 
of governmental corporations.1 

The sharp increase in federal debt occurred in the years 
in which there were only minor changes in total state and 
local debt. The record of these governments has been de- 
cidedly uneven. Some state governments such as New 
York have borrowed extensively, while others have main- 
tained their conservative records because of constitutional 
limitations, among other reasons. Local debt defaults were 
not uncommon in the early years of depression and numer- 
ous local governments were compelled to discontinue bor- 
rowing because of the loss of their credit. The disadvan- 
tages of excessive debts became keenly apparent when 
rising debt service requirements absorbed a disproportion- 
ate share of declining cash receipts. Because of profligate 
use of their credit in earlier years, a more conservative 
attitude was forced on not a few local governments. 


Regulatory Taxation 

The early years of the depression witnessed a sharp 
decrease in tax revenues, principally because of the precipi- 
tate decline in federal income tax collections. Beginning 
with 1934 there was an upward trend which carried the 
annual total to the highest level in our history. Although 
analysis of the numerous additions to the tax system and 
increases in rates during the past decade is beyond the 
scope of this article, the regulatory aspect of the changes 
in the tax structure will be briefly considered. 

Since 1933 more use has been made of taxation as an 
instrument of economic and social. control than in any 
earlier period. The processing taxes enacted in 1933 were 
part of a broad scheme for the regulation of agriculture. 
The proceeds of these taxes, which were made applicable 
to specified agricultural commodities, were to be used in 
financing the crop control plans devised by the Secretary 
of Agriculture. The processing taxes were not regulatory 
taxes in the same sense as the tax on state bank notes. They 
can be classed as regulatory taxes for the sole reason that 
they were part of a comprehensive plan of agricultural 
control. 

Taxes of a directly regulatory nature were included in 
the acts establishing controls for cotton and tobacco pro- 
duction and marketing. These taxes were made applicable 
to production in excess of quotas allotted to planters. The 
rate for cotton was 50%, while for tobacco the rates 
ranged from 25% to 334%. 

The Bituminous Coal Conservation Act approved in 
1935 provided for a tax of 15% of the sale price of the 
coal at the mine, but producers who accepted the code of 
fair practices and complied with its requirements were 
granted a refund or credit equal to 90% of the tax. 
Obviously, the objective of this tax was to make effective 


*The contingent or guaranteed debt amounted to $5.6 billion on 
December 31, 1939. 
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the code for the regulation of the industry. The entire Act 
was declared unconstitutional in 1936. 

Of the regulatory taxes that have been used in the course 
of our fiscal history, none has aroused so much contro- 
versy as the undistributed profits tax. The theory under- 
lying its adoption in 1936 assumed it would make the 
operation of the income tax system more equitable by 
forcing the distribution of corporation earnings. In practice 
the tax worked inequitably in that small corporations with 
unsatisfactory capital structures and inadequate capital 
could improve their position by retaining earnings, only if 
they paid a heavy penalty tax. The law assumed a degree 
of uniformity among corporations and corporate practices 
that did not exist and never had existed. This was perhaps 
the principal reason for the inequitable results observed in 
its operation. 

In its original form the rates for the surtax on undis- 
tributed profits were graduated from 7% to 27%. These 
rates applied only to incomes for 1936 and 1937. Under 
the provisions of the Revenue Act of 1938 only a vestige 
of the tax remained, and it was completely eliminated by 
the Revenue Act of 1939.1 In retrospect, it appears that 
the psychological reaction to the tax was equally as impor- 
tant as its interference in the decisions of the officers of 
small corporations requiring additional capital. In this 
connection it has been observed that because of “the re- 
action of the business community to the undistributed 
profits tax and other regulatory increases, it is probable 
that in the recent period the psychological aspects of taxa- 
tion deserved to be ranked with revenue and regulation as 
the three important phases of the subject.’’? 


The Crediting Device and the Unemployment 
Compensation Tax 


In the drafting of the bill that became the Federal Social 
Security Act, it was desired to ensure uniformity in the 
impact of the unemployment tax, despite the proposed 
administration of unemployment insurance by state agen- 
cies. A crediting device of the type previously employed in 
federal estate taxation was used to achieve this objective. 
The federal law provided for a credit against the federal 
unemployment tax of 90% of the state taxes or contribu- 
tions paid. This provision not only induced the enactment 
of state laws, but it also resulted in a degree of uniformity 
in the burden of the tax regardless of the location of the 
business. 

This crediting device does not represent a regulatory use 
of taxation comparable to the undistributed profits tax. 
Nevertheless, as an instrument of social control, it involves 
a use of the taxing power for purposes other than revenue. 


"Effective with respect to 1940 incomes. 

*Lewis H. Kimmel, ‘Recent Trends in the Cost of Government,” 
Conference Board Economic Record, August 31, 1939, p. 76. 

*Because of the presence of merit rating provisions in some state 
laws, there is not complete uniformity in the burdens imposed. 
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For this reason it is properly classified as a species of 
regulatory taxation. 


MEASURES OF THE INCREASING ROLE OF GOVERNMENT 


There is probably no single measure of the role of gov- 
ernment in the economy that is entirely adequate. The 
three measures used in this analysis, when considered 
jointly, clearly indicate that governmental activity repre- 
sents a much larger proportion of the total than a decade 
ago. 


Ratio of Tax Collections to National Income 


The ratio of tax collections to national income is a sig- 
nificant measure of the over-all burden of taxation. This 
ratio is shown in Table 1 for the fiscal years 1913 and 
1922 to 1939. Except for 1939, the national income esti- 
mates used are for income produced. This concept is prefer- 
able in some respects to income payments in comparisons 
of this kind. 


For the fiscal years 1938 and 1939 the ratio of tax col- 
lections to national income is placed at 21%. A decade 
earlier the ratio was slightly over 12%. As a percentage 
of national income, federal tax collections doubled between 
1929 and 1939. The importance of this increase is aug- 
mented, when it is remembered that the federal accounts 
showed a substantial surplus for 1929 and a deficit of 
$3.5 billion for 1939. 


TABLE 1: TAX COLLECTIONS AND NATIONAL INCOME, 
FISCAL YEARS 1913 AND 1922-1939 


Tax Collections 





National Per Cent of National Income 

Income in Oo Sn eS PEL SES En 

Billions of Millions of All Tax State and 
Year Dollars? Dollars? Collections | Federal Local 
1913 35.4 2,182 6.2 1.9 4.2 
1922 55.6 7,502 13.5 6.3 Fel 
1923 64.6 7,234 11.2 4.7 6.5 
1924 69.3 7,812 11.3 4.6 6.7 
1925 71.7 7,884 11.0 4.1 6.8 
1926 733 8,605 11.4 4.3 ya . 
1927 75.8 9,059 12.0 4.4 7.6 
1928 ae 9,342 12.1 4.1 8.0 
1929 80.9 9,759 12.1 4.1 8.0 
1930 75.9 10,266 13.5 4.6 8.9 
1931 61.7 9,300 15.1 4.4 10.7 
1932 47.2 8,146 17.3 3.8 13.5 
1933 41.3 7,500 18.2 4,3 13.8 
1934 46.6 8,771 18.8 6.2 12.6 
1935 53.7 9,730 18.1 6.6 11.5 
1936 61.0 10,505 17.2 6.3 10.9 
1937 68.6 12,472 18.2 7.3 10.9 
1938 68.0 14,300 21.0 8.7 12.3 

8.2 12.8 


_ 1939 66.3 13,900 21.0 


1Income produced estimates by Department of Commerce except for 1939; 
figures are averages of calendar year estimates for the year indicated and 
the preceding year. The amount used for 1939 is the sum of income payments 
for the twelve months ended June 30, 1939. 

2Compiled from reports of the United States Treasury Department, 
Bureau of the Census and the Conference Board. Estimates for 1938 and 
1939 are preliminary estimates by Tax Foundation. 
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Governmental Expenditures and National Income 
Expenditures for the fiscal year 1939 are roughly esti- 
mated at $19 billion, an amount equivalent to about 29% 
of the national income, as is shown in Table 2. For 1929 
the ratio was a little more than 14%. For the five years 
1935 through 1939 this ratio averaged 27 %, as compared 
with 14% for the five years ended in 1929. Under present 
conditions the ratio of expenditures to national income is 
probably more significant than that of tax collections to 
national income. Expenditures financed from non-tax rev- 
enues and borrowings are taken into account. For 1939 
expenditures so financed amounted to more than $5 billion. 


TABLE 2: GOVERNMENTAL EXPENDITURES AND 
NATIONAL INCOME, FISCAL YEARS 
1913 AND 1923-1939 


Governmental Expenditures 


Per Cent of National Income 
National 





























































Income in Amounts in All State 

Billions of Millions of | Governmental and 
Year Dollars* Dollars? Expenditures | Federal Local 
1913 35.4 2,919 8.2 2.0 6.3 
1923 64.6 8,850 13.7 4.7 9.0 
1924 69.3 9,395 13.6 4.1 9.5 
1925 71.7 9,869 13.8 3.9 9.9 
1926 tad 10,113 13.4 ae 9.7 
1927 75.8 10,453 13.8 3.6 10.2 
1928 Tie 10,972 14.2 3.6 10.6 
1929 80.9 11,611 14.4 5.7 10.7 
1930 129 11,943 15.7 4.2 11.6 
1931 61.7 12,390 20.1 5.8 14.3 
1932 47.2 13,129 27.8 9.4 18.4 
1933 41.3 11,284 Py Pe) 9.2 18.1 
1934 46.6 13,604 29.2 12.8 16.4 
1935 53.7 15,011 28.0 12.9 15.0 
1936 61.0 17,009 27.9 14.1 13.8 
1937 68.6 17,187 fe IE | 12.2 12.8 
1937a 68.6 16,921 24.7 11.8 12.8 
1938 68.0 17,050 25.1 eI 14.0 
1938a 68.0 16,326 24.0 10.3 13.7 

66.3 19,100 28.8 





66.3 18.048 





1Income produced estimates by Department of Commerce except for 1939; 
figures are averages of calendar year estimates for the year indicated and 
the preceding year. The amount used for 1939 is the sum of income payments 
for the twelve months ended June 30, 1939. 

*Compiled from reports of the United States Treasury Department, 
Bureau of the Census and the Conference Board. Estimates for 1938 and 
1939 are preliminary estimates by Tax Foundation. 

a. Exclusive of transfers to old-age reserve account and railroad retirement 
account. State and local expenditures are exclusive of unemployment com- 
pensation payments. 


Government as a Source of Income 


The comparisons of governmental expenditures and tax 
collections with national income just considered indicate 
clearly that in the past decade government has assumed a 
much more important role in the economy. The ratio of 
income received from government sources to total realized 
income substantiates this conclusion. Ratios for 1913 and 
1923 through 1938 are shown in Table 3. The data for 
total national income in this table differ from those in 
Tables 1 and 2 for two reasons: (1) the difference in the 
concept of national income employed, and (2) the data in 


RATIOS OF GOVERNMENTAL EXPENDITURES AND 
TAX COLLECTIONS TO NATIONAL INCOME 
For SELECTED YEARS 
PER CENT 


EXPENDITURES TAX COLLECTIONS 
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Table 3 are on a calendar year basis, while the data in 
Tables 1 and 2 are for fiscal years. 

The data in Table 3 indicate that government has be- 
come one of the important sources of income payments. In 
1938 government accounted for 19.5% of total realized 
income; it is probable that this proportion remained at the 
same level during 1939. As recently as 1930, payments by 
government accounted for less than 10% of the total 
from all sources. 

The sharp upward trend in the ratio prior to 1934 was 
largely a result of a rapid decrease in income realized from 
private sources. The high level for the ratio in 1934 and 
later years must be attributed in part to federal fiscal pol- 


TABLE 3: GOVERNMENT AS A SOURCE OF INCOME, 
1913 AND 1923-1938 


Source: Pobert F. Martin, “National Income 
in the United States, 1799-1938” 





Ratio of 
Income from 
a 

Realized Total National 


Millions of Dollars 





Income from Realized Income 
Year Government Income Per Cent 
1913 1,752 31,450 p By 
1923 5,572 65,662 8.5 
1924 5,680 67,003 8.5 
1925 5,902 70,051 8.4 
1926 6,340 73,980 8.6 
1927 6,580 73,966 8.9 
1928 6,613 75,904 8.7 
1929 6,819 79,498 8.6 
1930 7,093 72,398 9.8 
1931 7,317 60,203 12.1 
1932 7,420 46,708 15.9 
1933 7,785 44,713 17.4 
1934 9,337 51,560 18.1 
1935 10,135 56,254 18.0 
1936 12,870 65,246 19.7 
1937 11,566 69,419 16.7 
1938a 12,170 62,450 19.5 


aFrom Robert F. Martin, ‘‘National Income and Its Distribution, 1919- 
1938,” The Conference Board Economic Record, September 8, 1939. 
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icies, which had as their objective the stimulation of the 
economy through federal spending. 


IMPLICATIONS OF GREATER ROLE OF GOVERNMENT 


Developments of the past ten years strongly suggest that 
government will permanently be a more important ele- 
ment in the economy than in the previous decade. On the 
basis of current indications, high ratios of tax collections 
and governmental expenditures to national income, and 
also relatively large income payments by government, may 
be expected to continue in the immediate future. A serious 
effort to balance the federal budget would doubtless lead 
to some increase in the tax collections ratio. At present it 
seems improbable that this objective will be achieved solely 
by reducing expenditures. 

From the statistical side, there are two very definite 
implications of the greater role of government: (1) heavier 
tax burdens and (2) larger public debts. The high level of 
taxation shown in Table 1 is a reflection of numerous addi- 
tions to the tax structure and sharp increases in rates. Taxes 
presumably enacted as emergency taxes have become per- 
manent or at least have attained a semi-permanent status. 
Employment or payroll taxes have contributed notably to 
the increase, as have also the revenues derived from the 
liquor business following the repeal of the Eighteenth 
Amendment. Both direct and indirect burdens have in- 
creased, and there is probably not a business or individual 
in circumstances comparable to those enjoyed in 1929 that 
does not contribute more heavily to government. 

The increase of $26.4 billion in public debt in the 
decade ended in 1939 means higher costs for the future. 
Interest payments by government now amount to approxi- 
mately $1,750 million per year, exclusive of interest on the 
obligations of governmental corporations. A large volume 
of debt means heavy and relatively inflexible debt service 
charges, which ordinarily must be regarded as a first charge 
on income. At this time there is not even the slightest 
indication as to when the present trend in public indebted- 
ness will be arrested or reversed. 

However enlightening a statistical analysis of the in- 
creasing role of government may be, it attains its full sig- 
nificance only when certain non-fiscal implications are 
taken into account. Of these, the actual or potential loss 
of resiliency in the economy as a whole ranks at or near 
the top. It would be erroneous to assert that the burdens 
now imposed have resulted in a complete loss of those 
elements that are characteristic of a dynamic economy. 
While the burdens imposed in recent years have been heavy 
and restrictive, they cannot be appraised apart from the 
regulatory aspects of fiscal policy and other species of reg- 
ulation. Taxation and regulation jointly have tended to 
produce a pessimistic attitude, in so far as decisions for the 
future are concerned, and have reduced the flow of private 
capital. 


Heavy taxes and the absence of clear-cut indications as 
to future tax policies have definitely lessened what for want 
of a better term has been called ‘the supply of business 
initiative.” This in itself is a deterrent to sound recovery 
and business expansion. The lowering of business initiative 
takes several forms. Investment in both new enterprises and 
expansion of present plant facilities depends on decisions 
by business managements, decisions in which taxation and 
fiscal policies are taken into account. If existing taxes and 
uncertainties as to future taxes seriously reduce the possi- 
bility of profit, investment in government securities or idle 
bank balances may appear to be preferable to private in- 
vestment. Whenever a decision turns on considerations such 
as these, the supply of business initiative is lowered by the 
tax factor. If an individual who is a potential owner of a 
business and risk taker decides that taxation and other con- 
siderations arising from public policies greatly restrict the 
possibilities of success, he may accept either private or 
public employment as an alternative. In the event of such 
a decision, business initiative is also lowered. 

On final analysis the ratios considered in the preceding 
section are significant for the primary reason that they are 
indicative of the degree of socialization of the economy. 
Further increases, should they occur, will be tantamount 
to a broadening of the public sector of the economy and 
a corresponding narrowing of the private sector. If this 
trend should continue, the time may not be far distant 
when additional encroachment on private activity will mean 
a rapid transition to complete socialization. 


CAN THE TREND BE CHECKED? 


Before an attempt is made to answer this question, an 
outline of some of the elements of the problem of in- 
creasing public expenditure will be presented. The factors 
considered are not to be regarded as all-inclusive. 


Some Elements of the Problem 


Perhaps the most important angle of the problem is the 
disparity between the theory of representative government 
and the results achieved in practice. In theory the desires 
and requirements of the citizens control. This ideal is at- 
tained or approximated by some governments, notably in 
some of the smaller units such as the New England towns. 
Most budgets, however, include a number of items of 
expenditure that have been influenced by specific groups. 
The first step is a demand for expenditures for a given 
purpose and with the attainment of this objective, pressure 
for larger appropriations in later years is the rule. This 
observation in no way implies that public budgets do not 
in some degree reflect the requirements of the citizens for 
public services. This is obvious, but it is equally true that 
they include expenditures strongly urged by interested 
groups and more or less tacitly accepted by the electorate. 
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Legislators may be absolutely honest and sincere in the 
performance of their duties, and yet yield to the expendi- 
ture demands emanating from interested groups. Often they 
have no way of judging the requirements and wishes of 
their constituents except on the basis of the expressed de- 
sires coming from their districts. If, through repetition or 
otherwise, appeals for more spending are interpreted as 
a popular demand for a higher level of public expenditure, 
the legislator is not entirely at fault. He is merely human, 
if his judgment is influenced by the more vocal elements 
among his constituents. 

This fact is highly significant in connection with the fre- 
quently expressed opinion that legislators tend to favor 
economy in the abstract, while acceding to demands for 
expenditures presented by specific groups. One reason for 
this apparent paradox is that it is quite often a reflection 
of the position taken by those pressing for increased ex- 
penditures for particular purposes. If it can be made to 
appear that economy is favored, but that the purpose of 
expenditure in question is so vital that it is actually in the 
public interest to increase expenditures for it, the possi- 
bility of obtaining a larger appropriation is enhanced. A 
second reason is that many legislators sense that it is 
advisable to proceed on the basis of sound principles in 
public finance and to hold tax burdens at moderate levels, 
but they find it extremely difficult to resist demands for 
spending in the absence of equally insistent demands from 
those who must pay the bill. 

Another element of the problem is that economical op- 
eration does not imply inefficient public service. All too 
frequently the public assumes that there is a direct relation- 
ship between a high level of expenditure and efficiency. 
Despite the claims of some bureau and department heads, 
there has been no marked reduction in the efficiency of 
operation in those cases where reasonable budget reductions 
have been effected. This is a logical result in all cases in 
which careful appraisal precedes an actual budget cut. 

If any progress in checking the upward trend in expendi- 
tures is to be achieved, there must be a complete realization 
on the part of all components of the electorate that there is 
a definite relationship between expenditures and revenues. 
Borrowing and debt increases merely make the relationship 
less direct; they do not destroy it. Advocacy of more 
expenditures while objecting to tax increases is one of 
the anomalies among recent developments in public finance. 
The combination is as illogical as trying to walk in op- 
posite directions at the same time. Expenditure control, 
above all else, requires a rational approach to public 
finance and an appreciation of its significance as an element 
in the whole economy. 


Spending Groups and Paying Groups 

Every citizen of the United States with any disposable 
income has a dual interest in public finance. He is simul- 
taneously a recipient of government services and a payer 


of a part of the bill. For certain income groups this ele- 
mental fact is not readily observable, because of the in- 
direct nature of many tax levies. This fact is in itself of 
considerable significance in accounting for the greater prev- 
alence of organized groups demanding expenditures than 
of those whose objective is to guard the taxpayers’ interests. 

Those whose interest in the spending activities of gov- 
ernment is so pronounced as to completely outweigh their 
position as taxpayers have generally organized for the pur- 
pose of effectively presenting their case. On the other 
hand, the taxpayers’ interest in more spending has not 
usually been presented, at least not until comparatively 
recent years. If this statement is correct, then the one 
outstanding hope for arresting the upward trend in ex- 
penditures must lie in an organized movement for econ- 
omy and efficiency sponsored by the taxpayers. 

Experience indicates that the logical point of departure 
for a group having as its objective the protection of tax- 
payers’ interests is the local level of government. ‘ihe 
natural order of progression is local to state to federal. 
If this order is followed, the idea of economy and efficiency 
will be built into the structure of public finance and not 
superimposed from the top. 


Objectives of Economy Groups 


Action by groups of citizens interested in more eco- 
nomical government should always be based on a full 
command of the essential facts concerning the jurisdictions 
in which they are interested. Development of statistical 
materials and analyses of budget trends are a necessary 
first step which logically should be followed by a qualita- 
tive analysis of expenditures. How essential are particular 
purposes of expenditures? Considering the relative im- 
portance of the several functions, does the budget represent 
a desirable distribution of expenditures? 

Qualitative analysis designed to furnish the answers to 
these and other questions may suggest the desirability of 
an audit of the finances of the governmental unit con- 
cerned and of an expert appraisal of the functioning of 
operating departments. The emphasis should be on the 
maintenance of a sound financial condition and the im- 
provement of administrative procedures and techniques, 
rather than on inefficiencies in the past. Disclosure of 
wasteful expenditures and inefficient methods of operation 
must be supplemented by action, if the results of a survey 
are to be of direct value to the community. 

A basic objective of every group interested in economy 
and efficiency in government should be to bring activities 
financed at public expense into conformity with what the 
community can reasonably afford. Stated differently, an 
effort should be made to bring about the optimum or most 
desirable distribution of the community’s income between 
the portion spent publicly and that disposable at the will 
of the individual or business. This objective is an ideal. It 
can be achieved only as a result of constant vigilance on 
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the part of those paying the bills for public services and 
continuous appraisal of the functioning of public agencies. 


THE IssUES IN THE ECONOMY MOVEMENT 


In a previous section it was emphasized that a part of 
the cost of government is attributable to the efforts of 
groups with direct interests in expenditures for various 
purposes. The view was expressed that responsiveness to 
the demands of spending groups can be offset only through 
counter demands for economy in public expenditures and 
insistence upon a reasonable balance between private and 
public activity. Just as expenditures tend to increase be- 
cause of pressure for particular expenditures, so economy 
can be achieved only if attention is directed to specific pos- 
sibilities for economy and retrenchment. 

Economy in government is not an abstraction that is 
more or less completely divorced from other aspects of 
public finance. Increasing governmental expenditures and 
methods of financing them are directly related to some of 
the most important factors in our everyday life. At the 
local level unsound policies and uneconomical operation 
prior to the depression virtually wrecked a number of jur- 
isdictions. In connection with programs designed to re- 
habilitate their finances, extra burdens were imposed at 
a time when taxpayers were least able to bear them. These 
burdens were accepted for the reason that local government 
could continue to function and solvency could be regained 
only if an unusual effort were made to meet the problems 
presented. 

The question of economy and efficiency in local govern- 
ment is directly related to the conditions of home owner- 
ship. In local finance the property tax levy is generally 
determined by subtracting other sources of income from the 
total income required by the budget. The remainder is 
divided by the assessed valuation and the quotient, becomes 
the tax rate. Real estate is always the principal form of 
property subject to general property rates and in many 
jurisdictions it is the only species of property subject to 
this tax. It follows that real estate must take up the slack 
when local budgets are expanded. 


Among the issues involved at the several levels of gov- 
ernment are overlapping taxes, the burden of business 
taxes and the preservation of the public credit. The use 
of the same tax base by two or more overlapping govern- 
mental jurisdictions has resulted in a duplication of bur- 
dens. Income taxes, death taxes and tobacco taxes are out- 
standing illustrations of taxes imposed by two or more 
governments to which the taxpayer must contribute. Reduc- 
tion in governmental expenditures and more economical 


operation would result in the elimination of some of the 
overlapping that now exists. Discontinuance of taxes with 
emergency status is another possibility. 

Taxes paid by business in the United States have reached 
a point where they act as deterrents to business growth. 
Recent developments suggest that taxes have become so 
burdensome that they seriously interfere with the function- 
ing of the enterprise system over an extended period. The 
whole problem of inadequate private investment is tied up 
with the tax burden on industry. Federal income taxes 
alone take almost one fifth of corporate profits and with 
the budget widely out of balance, the possibility of a re- 
duced rate in the near future seems remote, unless there is 
a marked reversal of fiscal policy. 

Preservation of the public credit depends upon many 
factors, among the most important of which is sound 
budgetary procedure. This does not imply that a pay-as- 
you-go policy is always preferable. Rather, the implication 
is that taxes and other revenues will be ample to cover 
expenditures including debt service requirements on jus- 
tifiable borrowings. Not infrequently the pressure for rev- 
enues results in short-term or tax-anticipation borrowings 
in excess of the revenues that are later collected. If this 
situation continues over a period of years, funding of the 
accumulated short-term debt may be the only solution. 
Reduction of expenditures and more economical operation 
should at least improve the possibility of establishing a 
sounder basis for financing current requirements. Preserva- 
tion of the federal credit is of the utmost importance, be- 
cause of the close relationship that exists between the 
finances of the central government and the purchasing 
power of the monetary unit. 

The basic problem that must be faced relates to the 
establishment and maintenance of a socially desirable bal- 
ance between public spending and private activity. The real 
significance of the movement for economy and strict ac- 
countability of public funds is found in the possibility it 
offers for achieving this objective. The sharp increases in 
the ratios considered in a previous section of this article 
strongly suggest that we have been experiencing a gradual 
transition to a different type of economic order. Briefly 
stated, the problem that confronts us is that of controlling 
the degree of socialization of the entire economy. The 
enterprise system cannot be expected to function satisfac- 
torily unless overhead burdens are brought under control. 
For this reason, it is no overstatement to say that the one 
basic issue in the control of public expenditures and taxes 
is whether the way of life we have known is to continue. 


Lewis H. KIMMEL 
Director of Research 
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